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All Values in US$ Million Exchange Rate 
Unless Otherwise Stated 1973: $1.00 
1974: $1.00 
1975: $1.00 


240 FMG 
240 FMG 
213 FMG 1/ 


KEY ECONOMIC INDICATORS: MADAGASCAR 


A B c % Change 
1973 1974 1975 1974/75 


GDP at current prices 1516769 3,539.3 . 1500765 
Per Capita GDP at current prices 


Interest rate: 

Commercial Bank average (short & medium T 12.75% 12.75% 12.75% 
Bank deposits 162. 175.7 AT. 
Central Government Budget Expenditures 165.0 237-5 5216 * 

Cost of Living Index: 

Malagasy (July 1972 - 100 138.8 145.7 

European 
Production Major Agr., Mfg, Mng. Items: 

Rice (1000 Metric tons 1,729 1,971 2,100 

Coffee (Metric tons 73,000 74,837 85,067 

Cotton 28,410 23,752 26,850 

Cloves 3305 17,276 9,167 

Sisal 30,900 29,752 30,846 

Tobacco, green leaf 5,940 6,550 6,375 

Vanilla (Metric tons 700 90 1,700 

Sugar 99,175 111,985 114,513 


Graphite 135,963 17,260 17,77 
Chromite (Metric tons 157,714 155,874 194,127 


Cement (Metric tons 69,865 61,447 58,021 

Textiles 66,029 80,617 77,085 

Paper, finished (Metric tons 5,469 6,628 65713 

Tobacco products (Metric tons Pe oy 3997 5 Sek 

Refined petroleum products 745,914 732,061 829,842 

Electricity production (1000 Kwh 221,049 257,905 240,07 

Foreign Trade: 

Total Exports, f.o.b. 186.5 245.8 
Exports to U.S. 32.6 50.3 

Total Imports, c.i.f. 188.1 239.1 
Imports from U.S. 14.2 19.7 


Main Exports to U.S. (1975) -(Value in million US$): 

Coffee, 17.4; Vanilla, 6.9; Sugar, 6.4; Other spices, 6.1; Fish, 3.8; 
Cloves, 1.53; Clay and other refractory minerals (graphite), 0.9. 

Main Imports from U.S. (1975) - (Value in million US$) 

Machinery & equip. (non-electric), 1.4 (of which, agr. mach., 0.6; machines for 
special industries, 0.4); Electric mach., apparatus & equip., 1.4; Animal oils 
& fats, 1.2; Aircraft & parts, 0.9; Road motor vehicles & parts, 0.5; Pulps 


& waste paper, 0.3; Manufacture of metal, 0.35; Raw textile fibers and their 
waste, 0.2 


1/7 Exchange rate averaged $1.00 = 213 FMG during 1975 
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owing to fluctuating exchange rates. 





Madagascar's new President has charted a "socialist road to development" 
for the world's fourth largest island (now officially termed the Demo- 
cratic Republic of Madagascar", or Madagascar for short, in lieu of the 
old "Malagasy Republic"). In keeping with the government's socialist 
goals, a number of major enterprises have been nationalized since mid- 
1975, including banking. So far the pace of direct nationalizations 
has not been precipitous, most of commerce industry and agriculture 
remaining in the private sector. But the goverrment's program has 
caused apprehension in the business community. 


car has registered little overall economic growth since the 
early 1970's, owing mainly to political and economic uncertainties and 
a low level of new investment. Nonetheless there are several bright 
spots in the economic picture. Foreign exchange reserves, after plunging 
in 1974-75, have recuperated to a comfortable level ($70 million); food 
imports and inflation fell sharply in 1975; and Madagascar's debt service 
ratio remains low. 


Stringent new import controls will probably lead to a cutback of imports 
this year. U.S. exporters of capital goods and agricultural inputs, 
however, should be well-placed to increase their share of the market in 
Madagascar owing to several new factors, including abolition of the 
preferential tariffs formerly accorded to the European community. Several 
long-term development projects also offer.opportunities for U.S. business. 
The climate for private foreign investment cannot be termed favorable in 
the face of a current goverrment bias against capitalism. 


CURRENT ECONOMIC SITUATION AND TRENDS 


Economic Performance in 1975 


car, like many non-oil producing developing countries, registered 
little or no overall economic growth in 1975. The increase of the Gross 
Domestic Product in current prices was only 4.7%. In constant prices, amd 
adjusting for population growth, real per capita income probably fell by 
more than 5%. A low rate of investment in recent years and unsettling 
political events were major causes of the economy's slack performance. 


Nonetheless, there were several bright spots in the economy in 1975. 
Record prices for many of Madagascar's well-diversified exports, notably 
coffee, cloves, vanilla, and chromite, pushed export earnings up 21%. 
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Domestic food production increased sufficiently in 1974-75 (particularly 
1974) to allow Madagascar to cut back sharply on imports of rice, which 

had drained the country's foreign exchange reserves. Gross reserves, 

which touched a low of $34 million in mid-1975 (equal to about 5 weeks' 
imports), recuperated to $45 million by the end of the year and to nearly 
$70 million by late May 1976, equal to more than two months of imports at 
current levels. The reserves include $17 million of borrowings from the 
IMF's Oil Facility in early 1975. Inflation, which averaged about 18% in 
1974, was held to 8% in 1975, owing to tight control of the money supply and 
stringent official price controls. Madagascar's debt service ratio is a low 
5%. The rising foreign exchange reserves and low debt service ratio, however, 
can also be interpreted as signs of a stagnant economy. 


New President Charts Policies of Socialism, Gradually Implemented 


Naval Captain Didier Ratsiraka, President of Madagascar since June 1975, has 
proclaimed that Madagascar will follow a "socialist road to development". 


Among key economic elements of his program, the President has announced that: 
- ~ The state will take over all basic means of production (énergy, mines, 
basic industries, etc."); 


- - Foreign trade will be progressively nationalized; and 


- - Controls will be extended over all other sectors of the economy to 
ensure that economic activity is not "exploitive" but for the benefit of the 
majority of the population. 


In keeping with these policies, banking, insurance, and movie distribution 

were nationalized in June 1975, followed shortly by the nationalization of the 
country's largest trading company. All of these enterprises were mainly French- 
owned. The Government also took majority control of Madagascar's main shipping 
lines, and in late 1975 nationalized the chrome-mining firm COMINA in a nego- 
tiated settlement with its former French owners. Negotiations are currently 
under way for a goverrment takeover of majority ownership of the country's only 
oil refinery. 


Although the Government of Madagascar continues to pursue socialist goals and 
basic policies of a large and controlling state role in the economy, since 
mid-1975 the pace of direct nationalizations has not been precipitous. Most 
of industry and commerce, for example, remains in the private sector, as does 
most of the country's foreign trade. Takeovers or redistributions of rural 
landholdings so far have been few. Nonetheless the goverrment's anti-capital- 
ist bias and its failure to clarify any role for the private sector in its 
future scheme of things have caused a high degree of uncertainty in most of the 
business community. 


New Import Regulations 


A series of new import regulations were issued in April 1976 extending tight 
state controls over all aspects of importing. Under the new controls, the 
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number of firms that may engage in importing is limited to those meeting 
certain criteria, including size, percent of government ownership and 
percent of ownership by Malagasy nationals. Preference is to be given 

to state enterprises in the allocation of import licenses (required for 
all imports). The new regulations also set quota ceilings on the value of 
all products to be imported during 1976. 


The Outlook for 1976 


The balance of payments is expected to show continued improvement from 
severe payments difficulties experienced in 1974-75. Tight controls on 
all "non-essential" imports, combined with high or record prices for key 
exports such as coffee and chromite, should enable Madagascar to maintain 
reserves at current levels of %65-70 million for the balance of 1976. Over 
the longer run, the main uncertainty in the outlook is the volume of rice 
imports that may be required. In 1975 the Goverrment projected a continu- 
ing decline in rice imports to the point of self-sufficiency in this basic 
commodity by 1977. Drought conditions in scattered regions of the south 
during early 1976, however, and contimiing difficulties in the operation 
of the Government's nationalized system of wholesale rice distribution may 
require greater rice imports than anticipated this year. The Government 
is now projecting self-sufficiency in food production no earlier than 1978. 


The Government's development progres relatively slack since the early 1970's 
may begin to pick up steam, fueled in part by an expansionary national budget. 
The budget for 1976 registers a hefty 28% increase over the previous year's, 
substantially more than the rate of inflation (currently about 8%). Most of 
the increase is earmarked for development, with agriculture and public works 
slated to receive the lion's share of approximately $85 million budgeted for 
capital development this year. For the later 1970's, the government has 
recently decided on a timetable for the construction of a major hydroelectric 
complex ($100 million) and a plant to produce carburated ferro-chrome (%25- 
30 million) in the period 1978-81. 


New private investment is expected to remain low, the main cause being a 

high degree of uncertainty in the business community as to the eventual extent 
of direct government participation in the economy. Also, the current adminis- 
tration has not encouraged private foreign investment in Madagascar, and in- 
centives in the Investment Code promulgated in 1973 have been inadequate to 
attract much interest. 


The overall economic outlook for 1976 is for continuation of most of the 
trends which have characterized the past year: little or no growth of the 
Gross Domestic Product, with strength in the export sector but a low level 

of new investment; general sufficiency in the balance of payments and foreign 
exchange reserves; and a slow but continuing enlargement of the state's role 
in the economy - - all within a framework of accelerating social change and 
basic political stability. Madagascar, however, essentially is not a poor 
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country. It enjoys vast areas of arable but uncultivated land (mich of it 
in a temperate climate), a capable population of 9 million, am consider- 
able mineral wealth in chromite, coal, ilmenite, bauxite, and iron (all but 
the first as yet unexploited). Over the longer run Madagascar has the po- 
tential to become a major exporter of foodstuffs, meat ard fish products, 
and a variety of raw materials. 


IMPLICATIONS FOR THE UNITED STATES 
Trade rtunities 


In recent years the U.S. share of the market in Madagascar has averaged 

about 6%, and the U.S. has ranked fourth or fifth among the country's 
foreign suppliers. Although exports from the U.S. to Madagascar in 1975 
registered a decline to some £9 million, the export totals for the previous 
year were inflated by a large shipment of rice in 1974. The major components 
of U.S. exports to Madagascar are listed on page two of this report. 


Because of the government's tightened new import controls no growth is expect- 
ed in the overall value or volume of imports during 1976. Two developments, 
however, could enable U.S. exporters to increase their market share relative 
to their major competitors. The first is Madagascar's abolition of preferen- 
tial tariffs of 5-10% formerly granted to all imports from the European 
Community. With the elimination of these discriminatory duties, effective 
since Jarmary 1, 1976, U.S. products now enter Madagascar on an equal tariff 
footing with imports from all other countries. The other development which 
could contribute to a larger U.S. market share is a new policy of the Govern- 
ment of Madagascar to diversify its foreign trade away from excessive depend- 
ence on traditional suppliers (principally France, which regularly has account- 
ed for 40-50% of the country's imports). Moreover, U.S. exports have tradi- 
tionally been concentrated in product lines such as capital goods am agri- 
cultural inputs, which should be the least affected by Madagascar's new import 
quota ceilings. 


At present the most promising fields for U.S. exports to Madagascar include: 
(a) construction and mining equipment; (b) agricultural equipment and supplies; 
(c) forestry and woodworking equipment; and (d) communications equipment. 
Madagascar also plans to do more of its own processing of agricultural products 
than before, and could become a promising market for food processing amd pack- 
aging machinery. The market for U.S. consumer goods in Madagascar is virtually 
mil as a result of the new import constraints. 


With the rapid enlargement of the Goverrment's role in the economy of Madagascar 
and its announced intention of progressively taking over most foreign trade, 
U.S. exporters are encouraged to pay particularly close attention to Govern- 
ment agencies and development programs as potential markets. State agencies, 
for example, now account for over 80% of the market for agricultural equipment 
and supplies. The largest goverrment import/export trading company "Tranom- 
barotra Roso", which has an experienced staff and is expanding its activities. 





Of Madagascar's major development projects, a $22 million World Bank loan 
for road construction is expected to be signed by mid-1976. This loan 
should offer opportunities for U.S. engineering and construction firms to 
participate as well as mamfacturers of road-building equipment. Other 
major projects at an advanced stage of planning are the $100 Rogez hydro- 
electric project and a ferro-chrome plant, both projected for construction 
in 1978-81. Further information on these major projects is available from 
the U.S. Departmentof Commerce. 


To assist U.S. mamfacturers of forestry and woodworking equipment in 
developing their markets, the Department of Conmerce will sponsor a 
Woodworking Catalog Show in Tananarive in Jamary 1977. This trade promo- 
tion event will feature the product literature of U.S. mamfacturers, sup- 
plemented by the presence of a U.S. technical expert to answer the questions 
of visitors to the show. U.S. marmfacturers interested in this promotional 
event should contact the Department of Commerce for further information. 


Efforts Needed to Meet the Competition 


Although U.S. products are increasingly price competitive and enjoy an ex- 
cellent reputation in Madagascar, a special effort is often required to enter 
the local market. Correspondence and descriptive materials should be in French, 
if at all possible; metric measurements are much preferred; amd quoting prices 
c.i.f. rather than f.o.b. can often help secure new sales. The availability 
of after-sale spare parts and service is a key factor in the Malagasy market, 
as well as price. Marmfacturers of light industrial machinery, such as food- 
processing and packaging machinery, will enhance their prospects of success 

if they can offer the sale of a complete plant on a turn-key basis, together 
with follow-up technical assistance in operation of the plant. Malagasy 
buyers usually tend to prefer economical or simpler models of equipment rather 
than more sophisticated or larger ones. 


An offer of credit may be essential in order to secure larger sales. Although 
no U.S. banks are represented in Madagascar, several American banks have ex- 
tended credits to cover sales to Malagasy firms ard State agencies in recent 
years, and the country reportedly enjoys a good credit rating. 


The appointment of a local agent or distributor also is often essential in 
order to compete effectively. For one thing, government agencies in Madagascar 
strongly prefer to purchase from foreign firms which are represented locally 
and which are therefore better able to provide spare parts amd service. Addi- 
tionally, local representatives are particularly important for responding quick- 
ly to goverrment tender announcements. Most government tenders in recent years, 
including those open to international bidding, have gone to firms with at least 
an agent or representative in Madagascar. 


The Investment Climate 


The new government of President Ratsiraka, pursuing its "socialist revolution", 
has seemed considerably more concerned with diminishing the importance of 





foreign-owned firms in Madagascar than in attracting new investment. The 
Investment Code, issued in 1973, is inadequate to attract much interest 
by investors, and President Ratsiraka has not encouraged foreign invest- 
ment. The Minister of the Economy has stated, however, that he is pre- 
pared to consider or negotiate the terms of investment proposals of bene- 
fit to Madagascar on a case-by-case basis. In the mining sector, the 
Government has declared it will require majority state ownership of all 
new ventures. 


Firms interested in possible investment in Madagascar should proceed only 
after careful investigation and discussions with appropriate Goverrment 
officials. No new investment agreements have been concluded in the past 
year which might serve as a guide to the conditions acceptable to the 
Goverrment. 


The value of U.S. investments in Madagascar is estimated to be approxima- 
tely £8 million, almost all of it in the oil-marketing facilities of two 
American oil companies. These investments do not include approximately 
$50 million spent by several U.S. firms for oil exploration since the 
late 1960's. Although no exploitable reserves of petroleum have yet been 
found, two U.S. companies share in exploration concessions. 


Available by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. Annual subscription, $37.50. Foreign ery" 
additional. Single copies, 50 cents, available from Publications Sales Branch, Room 1617, U.S. Department of Commerce, Washington, D.C. ‘ 
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